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I .  HJL  4155— Mr.  Simon 


SUMMART 


Disclosure  of  Mailing  Addresses  of  Individuals  Defaulting  on 
Certain  Student  Loans 

Present  law  authorizes  the  Secretary  of  the  Treasury  to  disclose  to 
the  Commissioner  of  Educaticai  the  mailing  addresses  of  taxpayers 
who  have  defaulted,  on  certain  student  loans  made  under  the  Higher 
Education  Act  of  1965.  for  use  in  locating- such  taxpayers  and  oollect— • 
ing  the  loans.  However,  there  is  no  provision  for  the  disclosure  of  mail- 
ing addresses  of  taxpayers  who  have  defaulted  on  student  loans  made 
under  the  Migration  and  Refugee  Assistance  Act^ 

The  bill  would  expand  present  law  to  allow  the  Secretary  to  disclose 
thet  mailing-  addresses  ox  taxpayers  who  have  defaulted  on  student 
loans  made  under  the  Migration  and  Befugee  Assistance  Act. 


Description-  of  BilL 


PfeaentUxur 

Under  present  law,  the  Secretary  of  the  Treasury  may  disclose  to 
the  Commissioner  of  Education  the  mailing'  address  of  any  taxpayer 
who  >nm  defaulted  on  a  loan  made  from  the  student  loan  fund  estab- 
lished under  part  E  of  Title  IT  of  the  Higiier  Education  Act  of  1965 
(Code^sea  6103(m)(4)).  The  addresses- disclosed  by  the  Secretary 
may  be  used  only  for  the  purpose  of  locating:  taxpayers  who  have  de- 
fuilted  on.  student  loans  in  order  to  collect  the  defaulted  amounts. 

Any  nmiliTig-  addresses  which  have  been  disclosed  to  the  Commis- 
sioner of-  Education  may,-  in-  turn,  b&  disclosed  to  any  educational  in- 
stitutipn  with  wiiidi  there  is  an  agreement  under  part  E  of  Title  IT 
of  th»  TPghAr-  Education  Act  of  1965,  Officers,  employees,  or  agents 
of  such  an  institution,  whose  duties  relate  to  the  collection  of  student 
loanSr  may  use  the  addresses-  for  purposes  of  locating  individuals  who 
have  defaulted  on  student  loans. 

/issue* 

The  issue-  ia  whether  present  law  should  be  expanded  to  permit  the 
Secretary  to  disclose  the  mailing-  addresses  of  taxpayers  who  have 
defaulted  on.  student  loans  made  under  the  Migration,  and  Refugee- 
Assistance  Act  of  1962.. 

Explanatiote  of  the  bill 

Th&biU  would;  authorize  disclosure  to  the-  Commissioner  of  Edu- 
cation. o£  the-  mftiliny  address  of  any  taxpayer  who  has  defaulted  on 
a.loaiL  made:  pursuant  to  section.  3(a)  (1)  of  the.  Migration  and  Ref- 
ugee- Assistance  Act  of  1962.  to  a  student  at  am  institution  of  higher 
^ucation^  Thar  disclosure  couli  be-  made  only  upon  written  request 
by  tha.  Commissioner  of:  Education:  to-  the  Secretary..  Ajiy  mailing- 
address,  disclostti  under  this  provisiott:  could  be  used  only  for  the-  pur- 
pose- of  locating:  the  taxpayer  in  order  to  collect,  the-  loan- 

EfTectice-  date 

Thfr.  provisions  of  the  bill  would  be  effectiv»  upon,  enactment- 

Revenue:  efTeet 

Thia  bill  is  not  expected  to  hav»^  any  direct  revenue  effect. 


^^rj-i-t-jnn;^!  Itgis  foT"  SubcoTmittae  Consideration 

^  Subcoimittee.  my  wish  to  add  provisicns  to  deal  with  several  itans  raised  in 
correspondence  received,  from  the  Secretary  of  HE5^.  A  technical  change  in  existing  law 
^vould  be  to  substitute  the  term  "Secretary  o±  Education"  for  the  Comassxoner  of 
Education.  Also,  the  correspondence  suggested  that  disclosure  authority  be  expanded  to 
include  guarantee  agencies  participating  in  the  Guaranteed  Student  loan  Program. 
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2  ^    HJL  4725— Mr.  Rostenkowski 


SDMMAIIY 


Printing-  of  Airline  Ticlcet  Tax  Amount 

The  bill  would  repeal  the  present  requirement  to  show  on  an  airline 
ticket  the  amount  paid  for  transportation  and  the  Federal,  excise  tax 
on 'air  transportation  for  each  segment  of  the  taxable- transportation?  ■ 
The  requirement  that  the  ticket  to  show  the  total  air  fare  and  total  tax 
for  each  trip  would  be  retained.  * 


Descriptioix  o£  Bill 


Present  Icaar 

Present  law-  (Code  seci.  7275)  requires  that  an  airline  ticket  show 
the-  total  of  (a)  the  amount  paid  for  the.  air  transportation  and  (b) 
the-  Federal  excise  tax.  imposed  on  the  air  transportation  under  Code 
section  426L>  Further,  if  amounts  paid  with  respect  to  any  segment 
of  the  air  transportation  are-  shown  on  the-  ticket,  the  ticket  :^hn.]]  also  . 
show  the  total  of  the  amount  paid  and.  the  Federal  excise  tax  with 
respect  to  the  segments,  as  well  as  for  the  sum.  of  the  segments. 

In  addition^,  any  advertisings  of  taxable-  air  transportation  wiiich 
states  the-  cost  of  such  transportation  is  required  to  state-  such  cost 
as  the  total  of  (a)  the  amount  paid  for  the  air  transportation  and 
(b)  the-  Federal  excise-  tax:.  Where  the  advertising  separately  states 
the-  amount  to  be  paid  for  the-  air  transportation,  and  the  Federal 
excise-  tax^  the  advertising-  must  show-  the  combined-  total  (transpor- 
tation, plus  tax)  at  least  as  prominently  as  the  other  stated  amounts, 
and  the  excise  tax  is  to  be  described  as  "user  taxes  to-  pay  for  airport 
construction  and  airway  safety  and  operations^'  Finally,  present  law- 
provides  a.  penalty  for  $100  for  each  violation  upon  conviction  (aa  a. 
misdemeanor) . 

Issuer 

The  issue  is  whether  air  transportation  tickets  which  show  amoim.ts 
paid  by  segments  should  be  required  to  show  the  amounts  paid  and  the 
Federal  excise  taxf  or  each  segment.of  the  transporationi. 

Explanatiott  of  the  bill 

The;  bill  would  repeal  the  present  requirement  that  air  transpor- 
tation tickets  show-  the  amount  paid  and.  the  Federal  excise  tax  for 
each  segment  of  the-  transportation.  It  would  retain  the  requirement, 
however;  that  the  tickets  show:  the  total  amount  paid  and  the  total. 
amounts  ot  Federal  excise'  tax  imposed  on  the-  air  transportaticau. 

E/fectioer  date- 

The-provisions  of  the  bill  would  be  effective  upon,  date  of  enactment- 
Recenuer  effect 

This?  bilL  is  not  expected  to  have  any  direct  revenue-  effect. 

'  Tbt  ptesMit  xate  is,  8  percMit.  whicli-  ia  scheduled,  to  decline-  to  5  percent  on; 
Jnljr  :,  1980. 


I 

I 

I 

D 
I 

i 

9 


3^  HJL  6039— Mr.  Lederer 


SUMMARY 


Tax  Treatment  of  Annoities  Purchased  for  Employees  of  the 
Uniformed  Sernces  University  of  the  Health  Sciences 

Present  law  provides  that,  if  an  annuity  is  purchased  for  an  em- 
ployee by  an  exempt  organization  described  in  Code  section  501  (c)  (3) 
or  by  a  public  school  system,  the  employer's  contributions  for  the  an- 
nuity contract  are  excludable,  within  certain  limitations,  from  the  ent  ^ 
ployee's  gross  income  and  not  suiSject  to  lax.  until  the  employee  receives  * 
payments  under  the  annuity  contracts 

The  bill  would  extend  the  same  rule  to  qualifying  annuities  pur- 
chased, for  the'  civilian  staif  and  faculty  of  the  Uniformed  Services 
University  of  the  Health.  Sciences,,  which  was  established  by  the  Con- 
gress, under  the-  Department  of  Defense-  to  train,  medical  students  for 
thft  uniformed  services^ 


Description  of"  Bill 


Present  lour- 

I£  an  annuity  is  purchased  for  an  employee  by  an  exempt  organi- 
zation, described  in.  Code^  section  501(c)(3)  or  by  a  public  school 
system,  the  employer's  contributions  for  the  annuity  contract  are, 
within:  certain-  limitations^  excludable  from  the  employee's  grora  m- 
coBOB  and  not  subject  to  tax.  until  the  employee  receives  payments 
under  the-  annuity  contract  (sec  403(b) ).  Subject  also  to  limitations 
g«°f5»il7  applicable  to  tax-qualified  retirement  plans,  the  amount 
excludable  in  any  year  cannot  exceed  20  percent  of  the  employee's 
current  annual  comp^isation  times-  the-  number  of  years  of  service, 
leas  Mnounts  contributed  tax-free  in  prior  vears. 

lit  P.L>  92-42e,  Congress  authorized  establishment  (under  the  De- 
^rtoent  of  Defense)  of  the  Uniformed  Services  Univeraity  of  the 
Health  Sciences  in  order  to  train  medical  students  for  the  uniformed 
services^  This  legislation  authorizes  hiring-  civilian  faculty  and  staff^ 
members  at  salary  schedules  and- with  retirement  benefits  similar  to 
those- given  to  the  faculty  and  staff  of  medical  schools  in  the  Wash- 

"^^^  "?"^*  ^'^**  ^^  "^^^  ^^'  ^^^'  *^®  Secretary  of  Defense  approved 
a.  tax-deferred  annuity  program  for  the  faculty,  similar  to  annuities 
available  at  certain  medical  schools  in  the  Washington  area  and 
throughout  the  United  States.  However;  because  the  University  is  a 
Federal  instrumentality  and  is  not  an  exempt  organization  described 
msection-  501  (c)  (3) ,  the- annuities  do  not  qualify  under  present  law 
fortaxdef  erral  pursuant  to  section  403  (b ) . 

Issuer 

Thfr-^e  is  whether- annuities- purchased  for  the  civilian  faculty 
andstoff  of  the  Uniformed  Services  University  of  the  Health.  Sciences 
slionid  qualify  for  income  tax  deferral  in  the  same  manner  as  annni- 
tae»purt!hased  for  employees  of  exempt  organizations  described  in  sec- 
tioitoOl(c)  (3)  or  of- public  school  systems- 

Kxplanadotf  of  the'  bill 

/I£e-biII  would  treat  othervise  qualified  annuities  purchased  forthe- 
ET"?^  f^F  ^^^  faculty  of  the  Uniformed  Services  University  of  the 
^^th.  Sciences  in  the-  same  manner-  for  income  tax  purposes  (sec. 
403(b) )  as  employee  annuities  purchased  by  section  501(c)  (3)  orga- 
mzataonsorhy  public  school  systems.  Any  qualified  annuity  purchased 
by  the- University  would  be-  subject  to  the  same  limitations  as  other 
aunmties  described  in  section  403(b). 

Effective-  date 

The  provisions  of  the  bill  would  applr  to  annuities  purchased  for 
SOTVice- performed  after  December  31,  1979,  in  taxable  years  ending 
after  that  date-  ^^ 


I 
I 

I 

I 

I 


Revenue  effect 

It  is  estimated  that  the  bill  would  decrease  budget,  receipts  by  less 
than  $1  millioD.  per  year.  ^ 

Prior  Congressional  action  ,  ^  - 

In.  the  95tk  Congress^  an  identicalvbill  (HJl^~1260e)  passed  the 
House,  but  was  not  acted  upon  by  the  Senate  Finance  Comnuttee  or 
considered  by  the  Senate. 
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4. 


H.IL-  7009— Messrs-  RostenkowsJd,   Staxk,   Lederer,  Fowler, 
Duncan  (Tenn.),  and  Vander  Jagt    ^,^ 


SUMMARY 


Income  Tax  Exciosion  for  Certain  Federal  Scholarsiiip 

Grants. 

Under  present  law,  -amounts  received  "as  ■scholarsMps'  or  fellowship 
grants  at  educational  institutions  generally  are  excluded  from  gross 
income  unless,  as  a  condition  to  receiving:  such  amounts,  the  recipient 
must  agree  to  perform  services  for  the  grantor.  Temporary  legislation 
provides  an  exclusion  for  amounts  received  by  members  of  a  uniformed 
service  entering  the  Armed  Forces"  Health  Professions  Scholarship 
Program  and  similar  programs  before  Januarj  1,  1981. 

In  general,  the  bill  would,  exempt  from  taxation  scholarships  re- 
ceived under  Federal  programs  which  require-  future.  Federal  service 
by  the  recipients  to  the  extent  that  the  scholarships  are-  used  for  tui- 
tion, fees,  and  related  expenses. 


Description  of  BilX 


Present:  laar 

Code  section^  llT  provides  that  amounts  received  as  scholarships  at 
educational  institutions  and  amounts  received  as  fellowship  grants  gen- 
erally are  excluded  from  gross  income-  This  exclusion  also  applies  to 
incidental  amounts  received  to  cover  expenses  for  travel,  research,,  cleri- 
cal help,  and  equipment.  However,  the  exclusion  for  scholarships  and 
fellowship  grants  is  restricted  to  educational  grants  by  relatively  dis- 
interested grantors  who  do  not  require  any  significant  consideration 
front  the  recipient.  Educational  grants  are  not  excludibie  from  gross 
income  if  they  represent  compensation  for  past,  present  or  future  serv- 
ices, or  if  the  studies  or  research  are  primarily  for  the  benefit  orf  the 
itor  or  are  under  the  direction  or  supervision  of  the  grantor  (Treas. 

^.§LllT-t(c)). 

special  legislation  provides  that  members  of  a.  uniformed  service 

garticipatdng-  in  the  Armed  Forces-  Health  Professions  Schoiarahip 
rogram.  the  Public  Health  Services  program,  and  similar  programs 
may  exclude  from  gross  income  amounts  received  as  scholarships  under 
these  prograans.  PMticipants  in  these  programs  must  aCTee  to  work  for 
their  fmininig  service  after  completion  of  their  studies^This  temporary 
exclusion  will  not  apply  to  scholarships  awwrded  students  entering" 
these-  prograans  after  Decemiber  31,.  1980.  (This  temporary  exclusion 
was  most  recently  extended  by  P X^  9«v-16T,  enacted  as  part  of  H.E- 
5224.)  '■ 

Taaue 

_  The  issue- is  whether,  on  a  permanent  basis.  Federal  scholarships  con- 
ditioned on  the  recipients'  future  services  as  Federal  employees  should 
be.  includible  or  totally  or  partially  excludable  from  gross  income. 
Explanation:  of  th&  bill 

The  bill  would  provide  that  an  aanount,  which  is  received  by  an  indi- 
vidual as  a  grant  under  a  Federal  program  and  which  would  6e  exclud- 
ibl&  from  gross  income  as  a  scholarship  orf ellowship  grant,  but  for  the 
fact  thait  the  recipient  must  perform  future  service  aa  a  Federal  em- 
ployee, would  not  be  includible  in  gross  income  if  the  individual  estab- 
lishes that  the  amount  was  used  for  qualified  tuition  and  related 
expenses. 

The  excludibie  qualified  tmtion  and  related  exipenses  wrjuld  be  the 
amount  used  for  tuition  and  fees  required  for  the  enrollment  or  attend- 
ance of  the  student  at  an  institution  of  higher  education  and  for  fees, 
books;  supplies,  and  equipment  required  for  courses  of  instruction  at 
thait  institution,. 

The  bin  would  define  an  "institution  of  higher  education"'  as  a  public 
or  other  nonprofit  educaitional  institution  in  any  State  which,:  (1)  ad- 
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mits  as  pegaiar  students  only  individuals  -wlio  have  a  certificate  of  grad- 
uation from,  a,  high,  school  (or  the  recognized  equivalent  of  such  a  cer- 
tificate) ;  (2)  is  fegaily  authorized  wimin  the  State  to  provide  a  pro- 
gram of  education  beyond  high  school ;  and  { 3 )  provides  an  educational 
program  for  'which  it  awards  a  bachelor's  or  higlier  degree,  provides  a 
program  which  is  acceptable  for  full  credit  toward  such  a  degree,  or 
offers  a  program  of  training  to  prepare  students^  for  gainful  employ- 
ment in  a  recognized  health  profession. 

Effective  date 

Tie  exclusion  provided  by  the  bill  would  apply  tQ:  taxable  years,  ber 
£nTiTiiTig after  Decemi>er  31, 1980.  " 

Revenue  effect 

It  is- estimated  that  this  bill  would  reduce  budget  receipts  by  $8  mil- 
lion- in  fiscal  year  1981,  $17  million  in  fiscal  year  1982,  and  $21  million 
in.  fiscal  year  1984. 
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5.  H.R.  4446— Messrs.  Holland,  Conable^  Duncan  (Tenn.),  Vander 
Jagt.  Gradison,  Jenkins,  Ford  (Tenn.),  Bafalis,and  Fowler 


SUMMARY 


Method  of  Accountings  for  Railroad  Track  Assets 

-Under  present  la-w,  the  IntemarR'evenue  Senrice  allow3  the  railroad 
industrj-to  use  the  retirement-replacement-betterment  (REB)  method 
of  accounting  for  railroad  track  assets,  which  is  the  same  method  re- 
quired for  Siese  assets  by  the  Interstate  Commerce  Commission- 
Under- the  RUB  method,  when  a  new  railroad  line  is  laid,  the  costs 
(for  raiL  ties,  ballast,,  fasteners,  and  labor)  are  capitalized,  and  these' 
costs  are  not  depreciated,  but  when  replacements  are  made  to  an  exist- 
ing- line,  the  replacement  costs  are-  deducted  currently. 

The  ERB  method  is  not  codified  as  part  of  the  Internal  Revenue 
Code,  but  is  recognized  as  an  acceptable  method  in  court  decisions  and 
IhtemaL  Revenue  Service  rulings.  The  biU  would  codify  the  RRB- 
method,. effective-  for  taxable-  years  ending-  after  December  31, 1953: 


Desciription  of  Bill- 


Present.  law- 
It  a^  taxpayer  acquires  an.-  asset  with  a  useful  Hf e  of  more  than  one 
year  for  use- in  a.  trade  or  business  or  for  the  production  of  income,  ai 
current  deduction  of  the  cost  generally  is  not  allowed.  Rather,  the 
cost  of  the  asset  must  be  capitalized..  If  the  asset  is  property  which,  is 
subject  to  wear  and  tear,  to  decay  or  decline  from  natural  causes,  to 
exhaustion  and  to  obsolescence,,  the  acquisition  cost  ( less  salvage  value 
ia  excess  of  10-percent  of  cost)  generally  can  be  deducted  over  the- 
asset's  useful  life  either  ratably  or  pursuant  to  a.  permissible  "ac- 
celerated" method  under  which  larger  deductions  are  allowable  in  the 
earlier  years  of  use.  This  approach  to  the  recovery  of  the  cost  of  an 
asset  is  referred  to  as  depreciation. 

The  railroad  industry,  however,  generally  uses  for  tax  purposes  what 
is  called  the  "retirement-replacement-betterment"  (RRB)  method  of 
accounting  for  railroad  track  (rail)  and  ties,  and  other  items  in  the 
track  accounts  such  as  ballast,  fasteners,  other  materials  and  labor 
costs.  Although  the  RRB  method  is  not  specifically  recognized  as  axt 
allowable  method  of"  depreciation  or  accountings  under  the  Internal 
Revenue  Code;  it  has  been  allowed  in  court  decisions  and  is  recognized 
by  the  Bitemal  Revenue  Service-  in.  revenue  rulings.?^  The  Service's^ 
recognition:  of  this  method,  for  tax  purposes-  is  based  upon,  the  re- 
quirement by  the  Interstate  Commerce  Commission:  (ICC)  that  this 
method  be  used  for  rate-making:  purposes.  Although  the  ICC  now  re- 
quires, use-  of  the  RRB"  method,  it  is  presently  considering  a  change  to 
require  the  use  of  ratable  depreciation. 

For  assets  accounted  for  under  the  RRB  method,,  when  a  new- rail- 
road line  is  laid,,  the  costs  (both  materials  and  labor)  of  the  line-  are 
capitalized.  No  depreciation:  is  claimed  on  the  original  installation, 
but  these  original  costs  may  be  written  off  if  this  line  is  retired  or 
abandoned.  If  the  original  installation  is  replaced  with  components 
(track;  ties,  etc.)  of  a  iflsekind  or  quality,  the  costs  of  the  replacements 
(both  materials  and  labor)  are  deducted  as  current  expense.  When  the 
replacement  is  of  an  improved  quality,  it  generally  is  treated  as  a 
betterment,  under  which  the  betterment  portion  of  the  replacement 
is  capitalized  and  the  remainder  is  expensed.-  Where  rail  and  other 

■■  Bev:  RnL  8r-22;  8T-L  C.H.  52:  Hev.  RuL  6r-145;  ST-l  C.B.  54-:  Rev.  RnL  78-199, 
78-1  C.B.  6«. 

'  Railroads  mar  also  claim  the  regnlar-  10-percent  inTeatment  credit  on  their 
track,  costs,  including  both  coats  which,  are-  capitalized  as  costs  of  a  new-  line 
(or- a  betterment)  and  those- which  are  otirrently  deducted  replacement  costs 
(Code-sees-. 48(a)  (1)  (B)  and  48(a)  (9) ,  Regs.  1 1.4S-l(d)  (4) ). 
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track  assets  are  retired,  the  salvage  ralue  (measured  by  fair  market 
value)  of  the  recovered  materials  is  reflected  as  ordinary  iacome.^ 

The  operation  of  the  RRB  method  can  be  illustrated  by  the  follow- 
ing examples.  If  the  original  installation  of  a  new  rail  line  included 
a  railroad  tie  which  cost  $3,  this  cost  is  capitalized  and  no  ratable 
depreciation  is  allowed.  When  this  tie  is  replaced  with  a  tie  which 
cnrrently  costs  $20,  the  $3  original  cost  remains  frozen  and  the  $20 
replacement  cost  is  deducted  currently.  Wbere  a  betterment  is  involved, 
for  esajnple,  where  100-pound  rail  is  replaced  with  150-pound_rail 
'which  costs  $120,  under  the  URB"  method' the  "betterment  portion 
($40)*- is  capitalized  and  the  replacement  portion  ($80)  is  deducted 
currently. 

Issue 

The  issue  is  whether  the  retirement  replacement-betterment  metbod 
of  accounting  for  railroad  track  assets  should  be  codified  as  an.  ac- 
ceptable method  of  depreciation  for  Federal  income  tax  purposes. 

Explanatioir  of  the  bilL 

The  bill  would  codify  the  retirement-replacement-betterment  meth- 
od of  accounting  for  railroad  track  assets  as  an  acceptable  method  of 
depreciation  for  Federal  income  tax  purposes-. 

Effective  date 

The-  provisions-  of  the  bill  would  be  effective  for  taxable  years  end- 
ing: after  December  31,  1953  (the  general  effective  date  of  the  Internal 
Revenue  Code  of  1954-) . 

Revenue-  effect 

It  is  estimated  that  this  bill  will  have  no  effect  on  budget  receipts. 
The  estimate  is  based  on  the  assumption  that  the  Internal  Revenue 
Service  woxild.  not,  without  this  legislation,  require  a  ciiange  in  the 
method  of  accounting,  for  tax  purposes  to  a  ratable  depreciation 
method  from  the  presently  accepted  retirement-replacement-better- 
ment  method. 


'Sees  e.g:.,  Seaboarti  Const  Line"  Railroad-  Company,  Successor-  by.  Mcri^cr  to 

Atlantic  Coast  Line  Railroad  Company  t.  Commissioner,  72  T.C.  ,  No.  76 

(Angnst22,  1979). 
'  lie  $40  betterment  portion  is  computed  as  follows-: 

1504b.  new  rail  less  lOO-lb.  old  rail  .,        .  „ 

150.tb,newrall ^  ^120  cost  of  new  rail  =  S40 

a  - 
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6.  E.R^    6883 — Messrs.  Ullman,  Conable,  Rostenkowski , 

and  Duncan  (Tenn.) 


Rerision  of  the  Rules  Relating  to  Certain  Installment  Sales 

(H.R.  6883^Messr3.  Ullman,  Conable,  Rostenkowski,  and  Duncan 

of  Tenn.) 

■"The  bill  (HJl:  ^883)  would*  affieiid  the  rules  fot  reportiiig  gaiM 
imder  the  installment  method  for  sales  of  real  property  and  casual 
sales  of  personal  property.  (An  identical  bill,  6.  -2451,  has  been  intro- 
duced in  the  Senate  by  Senators  Long  and  Dole.) 
Tlie  bill  would  make  the  following  changes : 

(1)  Structural  improvements. — Under  present  law,  a  single  provi- 
sion; (Code  sec.  453)  prescribes  rules  for  installment  method  report- 
ing for  dealers  in  personal  property,  for  sales  of  real  property  and 
nondealer  personal  property,  and  special  disposition  rules.  Under 
the  bill,  the  basic  rules  for  nondealer  transactions  would  be  contained 
in  one  Code  section  (sec.  453) ,  the  rules  for  dealer  transactions  would 
be  contained  in  another  section  (sec.  453  A),  and  generally  applicable 
installment  obligation  disposition  rules  would  be  contained  in  a  third. 
section  (sec.  453B) . 

(2)  Initial  payment  limitation. — ^The  bill  would  eliminate  the  re- 
quirement that  no  more  than  30  percent  of  the  selling  price  be  received 
in  the-  tasable  year  of  sale  to  qualify  for  installment  sale  reporting 
for  gains  from  sales  of  realty  and  nondealer  personal  property. 

(3)  Two-payment  rule. — The  bill  wotiid  eliminate  the  requirement 
that  a  deferred  payment  sale  be  for  two  or  more  payments.  Thus,  a. 
sale  will  be  eligible  for  installment  reporting-  even  if  the  purchase 
price  is-  to  be  paid  m.  a  single-  lump  sum  amount  in  a  year  subsequent 
to  the  taxable  year  in  which  the  sale  is  made. 

(4^)  Selling- price  requirements. — The  bill  would  eliminate  the  re- 
quirement that  the-  selling-  price  for  casual  sales  of  personal  property 
must  exceed  $1,000  to  qualify  for  installment  sale  reporting-. 

(5")  Election. — -The  bill  would  eliminate  the  present  law  require- 
ment that  the  installment  method  must  be  elected  for  reporting  gains 
from  sales  of  realty-  and  nondealer  personal  property.  Instead,  the 
provision  would  automatically  apply  to  a  qualified  sale  unless  the 
taxpayer  elects  not  to  have  the  provision  apply  with  respect  to  a 
deferred  payment  sale- 

(6)  Related  party  sales. — The  bill  would  prescribe  special  rules  for 
situations  where  there-  is  an  installment  sale  to  a  related  party  who 
also  disposes  of  the  property; 

Under  the  bill,  the'  amount  realized  upon  a  resale  by  the-  related 
partyinstallment  purchaser  would  trigger  recognition;  of  gadttby  the- 
initiaL  seller^  based  on-  hi»  gross  profit  ratio,  only  to  the-  extent  the- 
amount,  realued  from,  tha  second  disposition,  exceeds  actual  payments- 


I 


I 

I 


10 


made  under  the  installment  sale.  Thus,  acceleration  of  recognition  of 
the  installment  gain  from  the  first  sale  would  generally  result  only 
to  the  extent  additional  cash  and  other  property  flows  into  the  related 
group  as  a  result  of  a  second  disposition  of  the  property. 

The  excess  of  any  amount  realized  from  resales  over  payments  re- 
ceived on  the  first  sale  as  of  the  end  of  a  taxable  year  would  be  taken 
into  account.  Thus,  the  tax  treatment  would  not  turn  on  the  strict 

chronological  order  of  when  resales'or  payments  are  made.  If,  under-  •*  — —         _^  -  .^ 

these  rules,  a  resale  results  in  the  recognition  of  gain  to  the  initial 
seller,  subsequent  payments  actually  received  by  that  seller  would 
be  recovered  tax-free  until  they  equaled  the  amount  realized  from  the 
resale  which  resulted  in  the  acceleration  of  recognition  of  gain- 
In.  the  cas&  of  property  other  than  marketable  stock  and  securities, 
the  resale  rule  would  apply  only  with  respect  to  second  dispositions  ^ 

occurring  within  2  years  of  the  initial  installment  sale.  In  the  case  of  | 

marketable  stock  and  securities,  the  resale  rule  would  apply  without  | 

X  time  limit  for  resales  occurring;  before  tha  installment  obligation  is 

satisfied*  S 

The  bill  also  contains  several  exceptions  to  the  application  of  these-  | 

rules.  Since  gain  from  the  sal&of  a  corporation's  treasury  stock  is  non-  | 

tAxable  and  therefore  its  basis-  in  the  stock  is  iiTelevant^  the  related  ^ 

party  rule  will  not  apply  to  any  sale  or  exchange  of  stock,  to  the  is-  Pi 

suing:  corporation.  In  addition,  there  generally  would  be  no  accelera- 
tion, of  recognition  of  gain  as  a  result  of  a  second  disposition  which  ^ 
is  an.  involuntary  conversion  of  the  property  or  which  occurs  after  the  |  '■ 
death  of  the  installment  seller  or  purchaser.  Finally,  the  resale  rules  ;  i  j3 
would  not  apply  in  any  case  where  it  is  established  to  the  satisfaction.  |3 
tha  Internal  Revenue  Service  that  none  of  the  dispositions  had  as  one-  3 
of  its.  principal  purposes  the  avoidance  of  Federal  income  taxes.                                                                     O 

For  purposes  of  the  related  party  rales,  the  biU  adopts  a  definition 
of- related  parties  which  will  include  spouses,  children,  grandchildren, 
and  parents  but  will  exclude  brothers  and  sisters.  However,  it  is  to  be 
understood  that  the  omission  of  a  specific  family  relationship  is  not  in- 
tended to-  preclude  the  Internal  Revenue  Service  from  asserting  the 
proper  tax.  treatment  to  transactions  that  are  shams. 

(7)  Like-kind  exchanges, — The  biU.  would  provide  that  the  receipt 
of  like-kind  property  in  connection  witk  a  disposition  will  not  be 
taken  into  account  in  determining  gain  recognized  for  installment  sale 
reporting,  purposes.  Under  the  present  Internal  Revenue  Service  posi- 
tion., the'  receipt  of  like-kind  property  resvdts  in  the  recognition  of  in- 
stallment gain  before  cash  is  received  by  the  taxpayer  because  the  value 
of  such  property  is  treated  as.  a  payment  received..  The  bdl  would  re- 
verse this.  rule. 

(8)  Installment  obligations-  distributed  inr  ct  corporate  liquida- 
tions— ^The  bill  would  provide  nonrecognition  of  gain  treatment  for  a 
shareholder  who>  receives-  installment  obligjitions  as  liquidating  dis- 
tributions, from.  a.  corporation  liquidating-  within  12  months  of  adop- 
tion of  at  plan  of  liquidation:-  Li  general,,  this  rule  would  apply  to 
obligations  arising-frbm  sales  by  the  corporation  during  the  12-month 
period-  Obligations  from-  the  sale  of  inventory  would  qualify  only  if 
the-  inventory  of  that  trade  or  business  is  sold  in  bulk.  The  gain  real- 
ized by  the  shareholder  on  his  stock. would  be  recognized  as  payments 
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are  received  on  the  installment  obligation-  Thus,  in  most  significant 
aspects,,  the  tai  consequences  to  a  shareholder  would  be  essentially  the 
same  whether  the  corporation  sells  its  assets  and  then  distributes 
installment  obligations  in  liquidation  or  the  shareholder  makes  an 
installment  sale  of  the  stock- 

(9)  Sales  subject  to  a  contingency. — ^The  bill  would  permit  install- 
ment sale  reporting  for  sales  for  a  contingent  selling  price.  Under 
present  law,  these  sales  are  not  eligible  for  installment  reporting.  In 

extending  eligibility,  .the  bill  does  noj;  .prescribe  specific  rnles  which    _^  _^  ^  ' 

would  apply  to  every  conceivable  transaction.  Rather,  the  bill  provides  *~ 

that  the  specific  rules  will  be  prescribed  under  regulations. 

However,  it  is  intended  that,  for  sales  under  which  there  is  a  stated 
maximum  selling  price,  the  regulations  will  permit  basis  recovery  on 
the  basis  of  a  gross  profit  ratio  determined  by  reference  to  the.  stated 
mammnm  selling  pncei-In  cases  where  the  sales  price  is  indefinite  but 
payable  over  a.  fixed  period  of  time,  it  is  generally  intended  that  the 
basis  of  the  property  sold  would  be  recovered  ratably  over  that  fixed 
period:  la  cases"  where  the  selling  price  and  payment  period  are  both 
JndefixEite,  it  is  intended  that  the  regulations  would  permit  ratable 
basis  recovery  over  some  reasonable  period  of  time.  Also,  in.  appro- 
priater  cases,  it  is  intended  that  basis  recovery  would  be  permitted  under 
an- income  forecast  type  period. 

(10) -Cancellation  of  installment  obligation, — ^The  bill  would 
make  it  clear  that  the  cancellation  of  an  installment  obligation  other 
than  by  death  is  treated  as  a  disposition  of  the  obligation  by  the  holder  i    , 

of  the  obligation.  j      j 

(11)  B^juest  of  obligation  to  obligor. — ^The  bill  would  provide  j  '^ 
that  the  installment  obligation  disposition  roles  cannot  be  avoided  by  1 1^ 
bequeathing  an  obligation  to  the  obligor.  i  ■  j 

(12)  Foreclosure  of  real  property  sold  on  installment  methocL  by  O 
deceased  taxpayer. — ^The  bUl  would  provide  that  an  executor  or  bene-  |  '^ 
ficiary  who  receives  a-  secured  installment  obligation  from  a  decedent 

will  succeed  the  decedent  for  purposes  of  qualifying  for  nonrecog-  \ 

nition.  treatment  if  the  real  property  sold  is  reacquired  in.  cancellation, 
of  the  obligation.. 

(13)  Effective  dates. — ^In  general,  the  bill  would  be  effective  for 
sales,  cancellations,  bequests,  and  reacquisition  of  real  property,  as 
the  case  may  be,  occurring  after  the  date  of  enactment.  However,  the  " 
related  party  installment  sale  rules,  would  apply  to  installment  sales 
after-  March  31,  1980.  The  provision  relating  to  the  distribution  of 
installment  obligations  in  connection  with  a  12-month,  corporate 
liqtddation  would  apply  with,  respect  to  plans  of  liquidation  adopted 
after  the  date  of  enactment. 


I 
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\/ Revenue-  Effects. 

Due-  to-  the-  interaction  between  the  provisions  of  this  bill,  revenue- 
effects  for  each  specific  provision  cannot  be  determined-  It  is  estimated 
that  on  balance  the  provisions  of  this  bill  (except  related  party- 
sales)  will,  not  have  a  significant  revenue  effect  on  budget  receipts. 

Due-  to  the  litigious  nature'  of  related  party  sales  under  present 
law-,  the*  revenue  gain  for  this,  provision,  of  the  bill  is  indeterminant. 
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7.     HJL  5716— Messrs.  Fisher  and  Butler 
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SUIlMAHy 


Tax  Treatment  for  Consolidated  Return  Purposes  of  Stock  in 
Certain  Transferor  Railroads  in  the  ConRail  Reorganization 

Under  present  law,  net  operating  losses  of  a  member  of  an  affiliated 
group  of  corporations  controlled  by  a  common  parent  corporation  may 
be  used,  to  offset  income  reported  by  other  members  of  the  affiliated 
group  where  consolidated  income  t3LS"retums  are  filed  by  the  group^ 
In  order  to  reflect  the  reduction  in  tax  liabilities  derived  by  the  other 
members  of  the  affiliated  group,  the  basis  in  the  loss  corporation'^s 
stock  owned  by  other  memlwrs  of  the  group  is  reduced  by  these  operat- 
ing losses,  and,  where  these  losses  exceed  basis,  a  negative  basis  (called 
an  excess  loss  account)  is  created.  The  excess  loss  account  is  restored 
to  income  when,  the  other  members  of  the  affiliated  group  sell  their 
stock:  in  the  loss  corporation  or  when  the  loss  corporation,  becomes 
insolvent. 

The  bill  would  specify  that,  for  purposes  of  the  consolidated  return 
rules,,  the  determinatioa  of  worthlessness  of  stock  in  a.  corporation 
which,  was  a  transferor  railroad  in  the  April  1,  1976,  ConSail  reor- 
ganization will  not  occur  until  after  a  final  determination  of  the  value 
of  the  transferred,  rail  properties  by  a.  special  court  formed  for  this- 
purpose. 

The  only  known  beneficiary  of  this  biU  is  the  affiliated  group  of 
corporations  controlled  by-  Norfolk  and  Western  Railway  Company, 
Inc.  This  affiliated  group  filed  consolidated  income  tax  returns  and  in- 
cluded Erie  Lackawanna:  Railway  Company,  one  of  the  bankrupt 
transferors  of  rail  properties  to  ConRail  in  the  April  1, 1976,  ConRail 
reorganization.  The  Erie  Lackawanna  Railway  Company  was  wholly 
owned  by  another  member  of  the  JTorf  oik  and  Western  affiliated  group. 
Its  net  operating  losses  hav»  been  used,  to  offset  income  reported  by 
other  members  of^the  group  and.  resulted  in  the  creation  of  an  excess 


loss-  account:.  The  Internal  Revenue  Services  has  indicated,  tha*  this 
excess  loss-  account  should  be-  restored  to  income  for  the  1976  con- 
solidated return  year  of  the  2f  orf  oik  and  Western  affiliated  group. 


Description:  of  Bill 


Present  lour 

On  April  1,.  1976,  a^numiwr-of  insolvent  midwestera  and.  eastern 
railroads,-  along-  with:  many  of  their  subsidiaries  and  affiliates,,  trans- 
ferred their  railroad  properties  to  the  Consolidated  Rail  Corporation 
(ConRail) .  These  transfers  were- mandated  and  approved  by  the  Con- 
gress:^^  in  order  to  provider  financially  self-sustaining  rail  services-  in; 
areas  served  by  these  bankrupt  railroads. 

Under-the  legislation  which  established  it,  ConRail,- a  taxable  cor- 
poration,, was  to  acquire,  rehabilitate,-  and  operate  the  railroad  prop- 
erties. The  transferor  railroada-  (and  their  subsidiaries  and  affiliates) 
received  ConRail.  stock,  and  certificates  of  value  issued  by  the  TJnited. 
States  Railway  Association^  a  nonprofit   Government  corporation 
formed  to  oversee  the  ConRail  reorganization.  Taluation  of  the  trans- 
ferred railroad  properties,  and  the- corresponding  value  of  the  certif- 
icates- of  value  received  by  the  transferor  railroads,  is  to  be-  deter- 
mined ultimately  by  a  special  court  created  for  this  purpose. 

In  1976,  the  Congress  also  enacted  legislation  to  deal  with  certain  of 
the  tax  consequences  of  this  reorganization  to  ConRail,  the  transferor 
railroads,  and  the-  shareholders  and  creditors  of  the  transferor  rail- 
roads.  Under  this  legislation.'  the  transfer  of  rail  properties  to^  Con- 


TBe-  facUItatins  legislation  foi-  tbe  transfers  was  fhe  Regional  Rail  Reor- 
^mlzation  Act  of  19T3  (P.L.  93-238.  approved  Jannarr  2,  19T4)  and  tUe  Railroad 
ReTlta^tlon.and  RegnJatorr  Reform  Act  of  1978  (P.L.  94-210,  approved  Fef>- 
mary  5.  1976). 
'  F.L-  94-2.%.  approved  Mapch  31 .  1976_ 
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Rail  was  treated  like  reorganizations  in  general  (and  other  bankrupt 
railroad  reorganizations  in  particular)  so  that  the  transferor  com- 
panies and  their  shareholders  and  security  holders  did  not  recognize 
gain  or  loss  on  the  transfer  and  ConHail  received  a  carryover  basis  in 
the  properties  it  accjuired  (Code  sec.  374(c) ) . 

The  1976  tax  legislation  did  not  deal  with,  certain  other  aspects  of 
the  ConRail  reorganization  such  as  investment  credit  recapture  to  the 
transferor  railroads  which,  arose  from  the  mandated  transfer  of  a^ets 
to  ConEail.  To  deal  with  this  aspectof  the  ConRail  reorganization,  the 
Revenue  Act  of  1978  (E.L.  95-600,-  approved  November  6, 1978)  added. 
an  exception  to  the  investment  credit  recapture  rules  so  that  a  trans- 

.ferorrailroad  will  not  be  subjectlo  recapture. of. the  investment  credit  ,  .^  .  ^ 

because  of  its  transfer  of  railroad  properties  to  ConRail. 

Present  law  also  provides  rules  which  deal  with  the  filing*  of  con-  , 

soHdated..  i-etums  by  affiliated  groups  of  corporations.^  Under  the  sec- 
tion 1502  consolidated  return,  regulations,  income  taxliability  generally 
isu  based,  on  the  combined,  income-  of.  the  corporations  in  the  affiliated, 
group.  Where  one  or  more  members  of  the  affiliated,  group  have  incur- 
red; net-  operating  losses,  these  losses  olfset  taxable  income  of  other 
members  of  the  affiliated,  group,  and  the  tax  basis  of  their  stock  invest- 
ment in  the  loss  corporation  is  reduced  generally  by  the  allocated  por- 
tion, (based  on  stock  ownership)  of  the  losses  reflected  on  the-  consoli- 
dated return.  If  the  losses  used  on  the  consolidated  returns  exceed  the 

basis  of  the  stock,  owned,  by  other  members  of  the  group,  the  result  is  H ' 

the-  creation  of  excess  loss,  accounts  which  are  the  equivalent  of  nega-  2 ! 

tive  basis  in  the-  stock,  of^  tha  loaa  corporation  owned  by  the  other  | '  fn  | 

members..  gj 

Where  there  is  a  disposition  of  the  loss  affiliate's  stock,  or  the  stock  2 

ownership  requirements  are  not  met,  an^  excess  loss  accounts  in  exist-  H 

ence  at  that  time  are  "restored"  by  treating  them  aa  income.*  The  term.  j§ 

disposition  is  broadly  defined  and  includes  the  occurrence  of  worth-  5 

l^sness  or  insolvency  of  the  loss  affiliate.  In  these  situations^  ordinary  g 

income- will  generally  be  recognized  through,  triggering  the  excess  loss  |  :a 

account  and  special  rules  are  provided  for  determining  insolvency  in:  .  J 

situations  concerning  excess  loss  accounts.  Where  an  excess  loss  ac- 
count is  restored,  there  is  no  provision  in  present  law  for  revival  of  the- 
previously  usednet  operating  loss  by  the  loss  affiliate.. 

Issuer 

The  issue  is- whether  a  rule  should  be  provided  concerning  the  appli- 
cation of  the  consolidated  return  regulations  to  an  affiliated  group 
whioh.  included  a  transferor  railroad  in  the  ConRail  reorganizaticm. 

Explanation,  of  the  bUL 

Ther  bill  would  provide  a  statutory-  rule,  for  purposes  of  applying 
the-  consolidated  return  regulations,  under-  which,  the  determination 
of  wortlilessness  of  the  capital  stock.  o£  a  transferor  railroad  in,  the 
ConRail  reorganization  is  postponed  until  a  determination  of  value  by 
the  special  court  becomes  firifti 

The- only  known  beneficiary  of  this  bill  is  DEEECO,  Inc.,  a  m^nber 
of  aa  affiliated  group  of.  corporations-  with  the-  Norfolk;  and  Westem 
Railwa3r  Companj,  Inc.,.  the-  parent  corporation  in.  this?  group. 
DEEECO,  Inc.  is  a.  wholly  owned  subsidiary  of  Norfolk  and  Western 
Railway-  Company,  Inc.  and  is  the  sole  stockholder  of  the  Erie-  Lack- 
awanna^ Railway  Company,  one-  of  the-  transferor-  nuiroads  in  the- 
ConRail  reorganization.  During  a  period  of  years  Erie  Lackawanna. 
RaiLway  Company,,  as.  a.  member  of  the  Norfolk  and  Western  affiliated 
group,  was  included  in  consolidated,  income  tax  returns  filed  by  tihe- 

'  Tliese-  rales  are-  prlmarilj-  set  form  In.  regulations  promulgated  under-  apedflc 
statutory-  authority-  ( Code-  sec  1502).  Aa  affiliated  group  o£  corporatlona  is  gen- 
erally defined  aa  a  group  of  corporations  connected  wltk  a  common  parent  cor- 
poration, fbrougii  ownersMp  ot  at  leasr  80-  percent  o(  the  voting-  power  of  all 
claaseS'  of  voting  stock  and  at  least  80  percent  of  each  class  of  nonrodng:  stock. 
However,  certain  corporations  are-  generally  not  included  in  an  affiliated  group 
(Code  sect  1504). 

'  These-  rales  are  necessary-  In  order  to  reflect  the  reduction  in  tax  llabtUty  the- 
other  members  of  the  affiliated  group  hare  derived  through  use  of  the  losses. 
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group.  Erie  Lackawaima  Railwaj  Company  reported,  substantial  net 
operadn^  losses  whicii  were  used,  in  th&  consolidated  returns  to  olfset 
tasablfr  income  reported  by  ooher  members  of  the  }farfolk  ajxd.  Wesc- 
em  group.  These  losses  reduced  the  basis  of  the  Erie  Lackawanna  stock 
owned,  by  DERECO,  Inc.  to  zero  and  resulted  in  the  creation  o£  an 
excess  loss  accounts 

During-  1972,  Erie  Lackawanna  Sailway  Company  entered,  into 
bankruptcy  proceedings  and  eventually  became  one  of  the  railroads, 
which  transferred,  rail  properties  to  CJonEaii  on  April  1,  19T6»  The- 
Internal  Bevenue  Serrica  has.  taken  the  position,  that  the  excess  loss 
account  o£  DESECO^  Inc.  will  be  restored  to  income  for  the  1976 

-consolidated  return  year  of  tihe'Norfollc  and  Western,  affiliated,  group  — —         *-•  "^ 

of  corporationa.'  .._  .  . 

Effectwe- date 

The'  provisions-  of  the  bill  would  apply  to  taxable-  years  ft"fi^"g  after  ' 

March.  31,.  19761 

Revenue^  effect  S 

Therevenue  eifects  of  thfr  bill  are  indeterminate  with  respect  to  both.  ^ 

the  amount  of  tax:  involved  and  the  ri-ming-  of  tax  payments  If  the  ex-  '  '^ 

cess  loss  account  were  restored  to  income  for  the  1976  taxyear,  the  tax-  g 

payer  would  incmr  an:  additional  tax.  liability  of  about  %15  million.  1  v 

However,  the  amount  of  estunated  tax  liability,.  i±  any,  may  be  ad-  \  ^  ^ 

justed  after  the-  determination  of  raiue  by  the  special  court-  Because^  • 

the-  taxpayer  is  expected  to  oppose  assertion,  of  a  deficiency  for  its  1976 

tax  year;,  there  would  be-  an.  effect  on  budget  receipts  only  if  the  tax-  i  \ 

payers  position  were- not  sustained  and  th^  occurred  before  the  deter- 
mination, of  the  value  by  the  special  court  became  SnaL 

*13i»-tni8tee»iii  bttakroptcy  ot  t&e  Szle  Lac^-w^xm*^  Sallwar- CompanT-  have^  J 
propoaed.  etiat  th»  pn^loaair  aae<t  aet  operadn?:  losses  oC  Szle  LacicawiaiuuL  ba* 

reri-rod  to -ciieextait  tti0-excea*UM»aceaiiacls-r«atored.Co  iocotne  ot  UieNorfolJc  {' 

aiid<W<eatenr&fflliat«l:  gioap;.  ! 


Additional  Itemrfbr-  Subcormnit-tee  Consideration 

The  Subcommittee,  may  wish  to  consider'  whether"  the  benefit 
of  net  operating-  losses;  which  were  used  on  a  consolidated  return, 
for-  the  Norfolk  and  Western  affiliated  group  and  which  are 
restored  as  income  by  triggering  an.  excess  loss  account  should 
be  correspondingly  restored  to  the  Erie  Lackawanna  Railway 
Company  to  apply  against,  any  i_ncorae  ultimately  recognized  by  it. 
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S  .  ELR.  561&— Messrs.  Coelho,  Gorman  and  Others 


SUMMARY 


Excise  Tax  Treatment  for  Wine  Used  in  Distilled 
Spirits  Products 

Prior  to  January  1,  1980  (tiie  efective  date  of  the  distilled  spirits^ 
tax  provisions  of  PX.  96-39,  tii& Trade  2.greements  Act  of  1979) ,  wtne^ 
was  generally  subject  to  the  applicable^  wine  excise  tax  when  it*  was 
withdrawn  from  the  bonded  wine  cellar  where  it  was  produced.  Where 
wine  was  used  in  the  production  of  a  distilled  spirits  product,  the  wine 
was  taxed  at  the  lower  wine  excise  tax  rate  prior  to- blending  with  the 
distilled- spirits- The  distilled  spirits  component  of  a  product  was  simi- 
larly taxed  prior  to  biendiiig  at  the  distilled  spirits  tax  rate  ($10.50 
per  proof  gallon) .  Also,  a  30-cent  per  proof  gallon  rectification  tax  was 
imposed  on  the  blended  product.. 

The;  laTQ'  Act  modified  the  excise  tax.  treatment  of  distilled  spirits 
products  so  that  the  final  distilled  spirit  product  (including  wine  and 
adcohoiic  flavorings)  is  taxed  on  tiie  alcohol  (proof)  content  of  the 
fiTiftl  product  at  the  $10.50  per  proof  gallon  distilled  spirits  tax  rate. 
This- method  is  known  as  the  "ail-in-bond"  system. 

The  bill  would  provide  a  credit  against  the  excise  tax  liability  under 
the  all-in-bond  method  for  the  difference  between  the  distilled  spirits 
tax  ($10.50  per  proof  gallon )  and  the  applicable  wine  excise  tax  on  the 
wine  usedin  the  distilled  spirits  product  as  if  the  wine  had  been  subject 
to- the  wine  tax  ( as- generally  imposed  under  Code  sec.  5041  but  for 
its- removal  to  bonded,  premises) .-The  credit  would  be  available  for 
domestically  produced  products  and  imported  distilled  spirits  products 
containing  wine^  and  would  be  eJf ective  on  January  1  ,1980. 


Description:  of  BilL 


Present  law 

Exdae-  taa  rates  on  wine 

The  excise  tax  on.  wine  depends  on.  the  alcohol  content  (by  volume) 
and-  whether  the  wine  is  carbonated  or- non-carbonated  (still  wine). 
StUl  wines  are  taxed  aa  follows :  (a)  IT  cants  per  wine  gallon  for  wines. 
containing-  not  more  than  14  percent  alcohol;  (b)  67  cents  per  wine 
gallon,  for  winea  containing  more  than  14  percent  and  not  more  than  21 
percent  alcohol;  and  (c)  $2^25  per  wine  gallon  for  wines  containing- 
more  than  21  percent  and  not  more  than  24  percent  alcohoL  Champagne 
and  other  sparlding:  wines  are  taxed  at  $3.40  per  wine  gallon  and  artifi- 
cally  carbonated  wines- are  taxed  at  $2.40  per  wine  gallon-  (AH  wines 
containing-  more  than;  24  percent  alcohol  by  volume  are  classed  and 
taxed  as  Sstilled  spirits — at  $10.50  per  proof  gallon.) 

Method  of  taxing:  wifne  used  m  distiUed  s-pirits  products 

One-  use  for  wine  is  to  combine  it  with,  distilled  spirits  to  produce 
distilled  spirits  products,  such  aa  blended  wtuskeys,  cordials  and  li- 
quers;.  Under  law-  in  effect  prior  to  January  1,  1980,  wine  used  to  pro- 
duce distilled  spirits  products  was  subject  to  the  applicable  wine  tax 
when  thig  -wine  was  withdrawn  from  the  bonded  wine  cellar  where  it 
was  produced.  The  distilled  spirits  tax  of  $10.50  per  proof  gallon  was 
correspondingly  imposed  on  the  distilled  spirits  before  the  wine  and 
distilled  spirits  components  were  blended  to  produce  the  distilled 
-  spirits-  product.  In  addition,-a-30-cent-per-proof  gallon  rectification 
tax  was  generally  imposed  on  the  blended  product.  Prior  law  also  in- 
cluded provisions  under  which  alcoholic  flavorings  used  to  produce 
distilled  spirits  products  were  subject  to  an  effective  rate  tax  of  $1.00 
per  proof  gallon  before  they  were  blended  into  a  distilled  spirit 
product-  _     . 
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The  Trade  Agreements  Act  of  1979  (P.L.  96-39,  approved  July  26. 
1979)  generally  implements  the  trade  agreements  reached  under  the 
multilateral  trade  neffotiations.  A  part  of  this  legislation  eoualizes  the 
U.S.  excise  tax  treatment  of  U.S.  and  f  oreign-pnxiuced  distilled  spirits 
and  modernizes  the  system  for  imposing  and  administering  the  dis- 
tilled spirits  tax.  This  new  system  is  referred  to  as  the  "aJl-in-bond" 
method  and  was  generally  effective  on  January  1.  1980.  Under  the  all- 
in-bond  method  wine  used  to  produce  distilled  spirits  products  is  not 
subject  to  the  wine  tax.  Instead,  this  wine  is  transferred  in.  bond  (be- 
fore any  tax  is  determined)  to  the  distilled  spirits  plant  where  it 
becomes  part  of  a  distilled  spirits  product.  The  distilled  spirits  tax  is 
then  imposed  on  the  completed  product.lncluding  the  wine  component.* 


(The  30-C8nt  rectification  tax  was  also  repealed  under  the  all-in-oond 
changes.) 

A.  result  of  the  change  to  the  all-in-bond  method  is  that  alcohol  in 
wine  which,  is  included  in  a  distilled  spirits  product  is  subject  to  the 
$10.50  per  proof  gallon  distilled  spirits  tax,  rather  than  the  generally 
lower  total  of  the  applicable  win&  tax  and  the  prior  jBctification  tax,"- 
The  distilled  spirits  tax  is  also  similariy  imposed  on  any  alcoholic 
flavorings  which  ar&  part  of  the-  blended  producti- 

-    Issues'  "  "    ' 

The  main  issue  is  whether  wine  used,  in  distilled  spirits  products 
should  be  taxed  on  its  alcohol  (proof)  content  as  under  the  all-in- 
bond  method  or  as  it  was  prior  to  the  Trade  Agreements  Act  of  1979. 
If  a  credit  were  allowed,  another  issue  would  be  the  tiiming  of  the 
credit  for  domestically  produced  and  imported  spirits  containing 
wine.  In  addition  there  is  an  issue  as  to  whether  alcoholic  flavoring 
used  in  distilled  spirits  products  should  be  accorded  the  lower  effec- 
tive rates  of  tax  which  existed  under  prior  law. 

ExplanaOoit  of  the  bill 

The  bin  would  provide  a  credit  against  excise  tax  liability  under 
the  all-in-bond  method  for  the  difference  between  the  distilled  spirits 
tax  ($10.50  per  proof  gallon)  amd  the  applicable  wine  tax  on  this  wine 
if  the  wine  had  been  subject  to  the  wine  tax  (as  imposed  under  Code 
sec  5041  but  for  its  removal  to  bonded  premises).  The  credit  would 
be  available  only  on  wine  which  becomes  part  of  a  distilled  spirits 
product  and  would  be  determdned,  in  the  case  of  domestically  pro- 
duced distilled  spirits  products,  when  the  wine  is  dumped  for  process- 
ing and  would  be  allowed  for  the  return  period  in  whiciL  the  wine  is 
so  dumped.  This  credit  would  also  be  available  for  wine  included  in 
distilled  spirits  products  wliich.  are  produced  abroad  and  imported 
into  the  United  States  and  would  be  determined  and  allowed  at  the 
time  the-  distilled  spirits  tax  is  imposed. 

The  wine  content  of  imported  distilled  spirits  would  be  established 
by-  such  chemical  analysis,  certification,,  or  other  method  as  may  be 
set  forth  in  regulations^ 

Effective-  date 

TBft  provisions-  o£  the  bill  would  be:  effective  on  January  1,  1980, 
the- same-date  when  th&  all-in-bond  method  became- effective  under  the 
TS^a  Agreements  Act  of  1979. 

Revenue-  effect 

It  is- estimated  that  the  bill,  would-reduce  budget  receipts  by  at  least 
$5  million  annually  from  the  amoimt  that  woiild  be  collected  under 
the  all-in-bond  method. 


■■  Althongli  P.Ii.  9«-39  was  effectlTe  on  Jannarr  1,  1980.  the  Bureau  of  Alcohoi. 
Tobacco,  and  Firearms  (ATF)  of  the  Treaeruir  Department  issued  a  temporarr 
rul»  (45  Fed.  Reg:  7528,  Feb.  1,  1980;  Treas:  Dec.  ATF-64)  deferring  the  pay- 
ment of  the  distilled  spirits  tax  attributable  Co  the  wine  componait  of  distilled 
spirits  products.  This  deferral  applied  only  to  the  flrst  three  semi-monthly  re- 
turn periods  for  spirits  withdrawn  during  1980,  but  the  tax.  so  deferred  was  due 
and  payable  on  March  20,  1980 ;  no  further  extsision  has  been  granted. 
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Other  Congressional  action 

The  Senate  Finance  Subcommittee  on  Taxation  and  Debt  Manage- 
ment Generally  held  a  hearing  on  an  identical  bill  (S- 1913,  introduced 
by  Senators  Cranston-  and  BEayakawa)  on  December  19,  1979.  On 
March  4,  1980,  the  Senate  approved  a  similar  amendment  (by  Sen. 
Cranston)  to  ELS.  4612  (relafcing^  to  Social  Security  benefits  for  dis- 
abled children) .  For  domestically  produced  spirits,  the  Senate  amend- 
ment to  HJB,  4612  would  determine  the  credit  at  the  time  the  tax  is 
determined  on  the  distilled  spirits  containing  such  wine  and  would 
allow  the  credit  for  the  return  period  in  which  the  distilled  spirits  tax 
is  payable.  Forimported  spirits,  tiie  amendment  would  be  determined 
and  allowed  when  the  distilled  spirits  tax  is  imposed,  (as  in^HJL 
5616 ) .  TTTL  4612  is  awaiting  a  House-Senate  conference. 
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